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Mexico Weekly Flash

Next week...

e Spotlight on the labor market

Last week delivered the first situation figures for the second half of the year with consumer and manufacturer confidence in
July. The data were better-than-expected, with positive changes in both sets albeit with a slight fall in export outlook due to
a weaker performance scenario in the US. In this sense, the economic scenario in Mexico remains more favorable than in
the US and, especially, in Europe. The release today, Friday, August 3, of the minutes from the latest monetary policy
meeting mentions caution for the balance of risks in Mexican output due to the downward bias in the global output scenario
subject to major risks from Europe and the US.

One of the domestic supports for growth is a job market with higher significant continuous employment increases,
especially in the formal market. In the formal private sector, employment has been growing at an average annual rate of
4.6% in the last eight quarters which, added to the 0.4% annual growth in real wages over the same period, provides a
growth figure of around 5% in real income from the formal labor market. We should not, however, overlook that available
household income from the entire labor force, both formal and informal (with data from the National Occupation and
Employment Survey, ENOE), shows a real decline in the recent quarters due to the fall in real income per hour worked.
This coming week sees the release of formal employment data for July and the 2Q12 ENOE (see page 2).

e We expect to see domestic assets continuing to react to global and domestic factors

Despite difference on the Banxico Board, perspectives continue to point to a prolonger monetary pause. In this way, the
domestic yield curve and the MXN will continue to be more correlated with global factors.

Chart 1 Chart 2
Private Formal-sector Payroll (% change y/y and Mexico: 10-year interest rate spread (Mexico less US, bp)
contributions) and USDMXN
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Calendar: Indicators

Inflation in July (August 9)
Forecast: 0.63% m/m Consensus: 0.57% m/m Previous: 0.46% m/m

Inflation for July will be released on August 9 which, in annual terms, should see a further increase from 4.3% in June to 4.5%.
This increase in consumer prices is due to price pressure for goods in the core index, some tourist services, electricity prices and
the price shock in products such as eggs and poultry after the outbreak of bird flu. We expect the increase in livestock prices after
the aforementioned outbreak to be brief despite the strength. In turn, core inflation will come in around 3.6% yly, also up on the
3.5% yly figure for June. We believe core inflation is already near its year-high and should see a moderate drop at the end of the
year given the lack of pressure from demand. We believe total inflation will return below 4% at the end of the year thanks to the
favorable comparison to 2011, in a context where some external shocks which have had an effect will start to dissipate.

Total employment in 2Q12, unemployment rate (August 10)
Forecast: 5.0% Consensus: N.A. Previous: 5.1%

The National Occupation and Employment Survey (ENOE) indicators to be released on Thursday will provide a more rounded look
on employment in the second quarter. Up to now, we only had access to formal private sector information, around 15 million
people, in comparison to the near-47 million total workers in Mexico. In turn, the performance in variables such as the
unemployment and under-employment rates will be key, as well as indicators linked to the job market such as the participation
rate, the partial unemployment rate and the percentage of workers in critical conditions (hear 12% of those in work in 1Q12). The
composition of salary ranges to employment growth will be especially important: in 1Q12, around 67% of those in work received
between 0 and 2 times minimum wage, 4.4% more than in the same period last year; meanwhile 15% of those in work had income
of between 2 and 5 times minimum wage, (-)1.3% fewer than in 1Q12. The contraction in job income in real terms is likely to have
continued in the second quarter of the year. This has been true in the last 16 quarters.

Chart 3 Chart 4
Inflation breakdown Employment by level of income
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Markets

We expect to see domestic assets continuing to react to global and domestic factors

Banxico minutes, released at the end of last week, showed a difference of opinion between Board members regarding
current financial conditions: while some believe the current monetary policy is more restrictive (due to the strengthening of
the MXN and the global monetary easing), other members see it as more slack due to the relative weakness of the MXN.
In addition, some members stated that the flattening of the yield curve (with all other factors constant, especially the policy
rate) could be seen as monetary conditions in relative terms being more severe. One member even stated that conditions
for an increase in the lending rate could not be ruled out. In contrast, other members appeared to maintain a neutral
position (or even a downward bias). In this way, the document continues to support our outlook for a prolonged monetary
pause. This means the domestic yield curve should continue to move in line with global risks and capital flows.

The MXN strengthened on Friday with the positive surprise in US jobs figures and
after digesting Draghi's statement (ECB) from Thursday

After a week with high volatility, the MXN closed with gains of around 0.7%, almost exclusively in response to global
factors more than to the release of Banxico minutes. With no substantial change to monetary perspectives, MXN positions
should not change in the short-term due to domestic factors.

According to Banxico, the MXN has been highly resilient in the face of global conditions and reflects the major foreign
capital inflows into fixed income instruments. In this way, the outlook in coming months continues to point to a stronger
currency based on global determining factors. We cannot rule out a relatively stronger MXN over the week with an
economic calendar lacking major statements and in the face of an expected fall in risk premiums.

Chart 5
Mexico: MXN/USD and implied 1-month volatility (ppd Chart 6
and %) Mexico: 10-year interest rate spread (Mexico less US, bp)
and USDMXN
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Technical Analysis
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Despite a negative weekly balance on the IPC, at no time was a technical sale
signal in the short-term triggered. The market fully respected both the previous
minimum (40,434pts) and the 30-day rolling average which ended the week at
40,439pts. While the IPC continues to trade over this support level, the short-
term trend remains unchanged and the positive tone is maintained. A
downward break through this level would set the next floor at
40,000/39,800pts and then 38,800/38,500pts. In this way, we are keeping the
resistance range between 42,000 and 42,200pts, where we would recommend
taking profits in the face of the over-purchasing to be seen on short-term
oscillating indicators.

Previous Rec. (30/7/12). It should be recalled that there has been not major
adjustment since the bounce started at 37,000pts. While there is not trend
change on the daily chart, we will hold positions.

Source: BBVA, Bancomer, Bloomberg
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The dollar started the week with a bounce taking it to the MXN13.50 zone,
where several short-term resistances sat. Thereafter, it began a downward
move taking it below the MXN13.25 support, hitting the previous minimum of
MXN13.10. The oscillating indicators are still not seeing high over-selling and
S0 we cannot rue out a move toward MXN13.00, where we would again
recommend taking short-term positions.

Previous Rec.: (30/7/12). We believe the floor for this adjustment should be in
the MXN13.25 zone, where we would recommend taking long positions with a
stop loss at MXN13.22.

Source: BBVA, Bancomer, Bloomberg
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3Y M BOND (yield): Returns to try and respects the 10- and 30-day rolling
average zone. We maintain our forecast resistance at 4.75%. Above this level
would mean a trend change.

Previous Rec. (July 23, 2012). We believe it could hit 4.75% and only
breaking up through this level would point to a trend change.

Source: BBVA, Bancomer, Bloomberg
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10Y M BOND (yield): Ends the week glued to the 130-day rolling average.
The 30-day average has changed trend and we can expect a bounce toward
5.6%. Oscillating indicators also support this bounce. Stop loss under 5.18%.

Previous Rec. (30/7/12). With the position of the oscillating indicators, this
break could appear seeking out 5.6%

Source: BBVA, Bancomer, Bloomberg
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Markets

e Better-than-expected non-farm payroll in the US at the end of the week led to gains on stock markets
which partly reversed the losses from monetary authority statements without clear signs of more
stimulus. Emerging market currencies strengthened over the week.

Chart 7
Stock Markets: MSCI Indices
(Index, July 4, 2012=100)

Chart 8
Foreign exchange: dollar exchange rates
(Index, July 4, 2012=100)
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e Fallinrisk aversion due to expected ECB bond purchases and better-than-expected US data

Chart 9 Chart 10
Risk: EMBI+ (Index, July 4, 2012=100) Risk: 5-year CDS (Index, July 4, 2012=100)
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Chart 11 Chart 12
10-year interest rates*, last month Carry-trade Mexico index (%)
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Activity, inflation, monetary conditions

e Qutput holds positive performance, situation indicators point to 2Q12 with quarterly rates around 0.7%.

Chart 13
BBVA Research Synthetic Activity Indicator for the
Mexican economy

Chart 14

Advance Indicator of Activity, trend
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Weighted sum of 21 different indicators of activity, expenditure and

expectation, based on trend series.

e |Inflation ceases downward surprises while output moved up.

Chart 15
Inflation Surprise Index

Chart 16

Activity Surprise Index
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Source: BBVA Research with data from Banxico from the monthly surveys on
the expectations of economic specialists in the private sector.

Source: BBVA Research with data from Bloomberg. Difference between
recorded data and the Bloomberg consensus for seven activity variables in
Mexico. Standardized index. Rises (falls): positive (negative) surprises.

e Monetary Conditions relax after higher inflation in June.

Chart 18
Chart 17 Balance of Inflationary Risks* and Lending Rate
Monetary Conditions Index (standardized and %; monthly averages)
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s and thus a greater possibility of monetary restriction
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person resident or located in a jurisdiction in which the said distribution, publication, use of or access to the document contravenes the law which
requires BBVA or any of its affiliates to obtain a licence or be registered. Failure to comply with these restrictions may breach the laws of the
relevant jurisdiction.

The remuneration system concerning the analysts responsible for the preparation of this report is based on multiple criteria, including the revenues
obtained by BBVA and, indirectly, the results of BBVA Group in the fiscal year, which, in turn, include the results generated by the investment
banking business; nevertheless, they do not receive any remuneration based on revenues from any specific transaction in investment banking.

In the United Kingdom, this document is directed only at persons who (i) have professional experience in matters relating to investments falling
within article 19(5) of the financial services and markets act 2000 (financial promotion) order 2005 (as amended, the "financial promotion order"),
(i) are persons falling within article 49(2) (a) to (d) (“high net worth companies, unincorporated associations, etc.”) of the financial promotion order,
or (iii) are persons to whom an invitation or inducement to engage in investment activity (within the meaning of section 21 of the financial services
and markets act 2000) may otherwise lawfully be communicated (all such persons together being referred to as "relevant persons"). This document
is directed only at relevant persons and must not be acted on or relied on by persons who are not relevant persons. Any investment or investment
activity to which this document relates is available only to relevant persons and will be engaged in only with relevant persons.

BBVA Hong Kong Branch (CE number AFR194) is regulated by the Hong Kong Monetary Authority and the Securities and Futures Commission of
Hong Kong.

This document is distributed in Singapore by the BBVA's office in this country for general information purposes and it is generally accessible. In this
respect, this document does not take into account the specific investment goals, the financial situation or the need of any particular person and it is
exempted from Regulation 34 of the Financial Advisors Regulation (“FAR”) (as required in Section 27 of the Financial Advisors Act (Chapter 110)
of Singapore (“FAA”))

BBVA, BBVA Bancomer or BBVA Securities are not authorised deposit institutions in accordance with the definition of the Banking Act 1959 nor
are they regulated by the Australian Prudential Regulatory Authority (APRA)

GENERAL DISCLAIMER FOR THE EVENT THAT THE READERS HAVE ACCESSED TO THE REPORT THROUGH THE INTERNET
Internet Access

In the event that this document has been accessed via the internet or via any other electronic means which allows its contents to be viewed, the
following information should be read carefully:

The information contained in this document should be taken only a general guide on matters that may be of interest. The application and impact of
the laws may vary substantially depending on specific circumstances. BBVA does not warrant that this report and/or its contents published on the
Internet are appropriate for use in all geographic areas, or that the financial instruments, securities, products or services that can be referenced on
it are available or appropriate for sale or use in all jurisdictions or to all investors or counterparties. Recipients of this report acceding to it through
the Internet are acceding on their own initiative and are responsible for compliance with local regulations applicable to them.

Changes in regulations and the risks inherent in electronic communications may cause delays, omissions, or inaccuracy in the information
contained in this site. Accordingly, the information contained in the site is supplied on the understanding that the authors and editors do not hereby
intend to supply any form of consulting, legal, accounting or other advice.

All images and texts are the property of BBVA and may not be downloaded from the Internet, copied, distributed, stored, re-used, re-transmitted,
modified or used in any way, except as specified in this document, without the express written consent of BBVA. BBVA reserves all intellectual
property rights to the fullest extent of the law.



